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Looking around the world today, it is not surprising 
that many people take a sombre view of the widespread 
social and political unrest and the serious problems to 
be solved. It is thus most satisfactory that there are 
so many signs of continued progress in the economic 
and monetary fields, where in many respects develop- 
ments have been distinctly favorable. In a great many 
countries investment has been at a high level, and the 
volume of production has been generally rising—often 
at a rapid pace—while there has been a conspicuous 
expansion of world trade, which has now continued for 
nearly two years. Because of the increased supplies of 
both primary and manufactured products, and the 
cautious fiscal and credit policies pursued, the boom 
conditions which have prevailed in many countries 
have not led to a resumption of inflation but have been 
accompanied by a high degree of price stability. The 
expansion of world trade, which originated in the in- 
dustrial countries, has also had beneficial effects for 
many of the primary producing countries, which have 
generally found it easier to dispose of their products 
and to improve their payments position. It is true, of 
course, that for many of the less developed countries— 
which are as a rule the producers of raw materials—the 
failure of the prices of many of their products to re- 
cover has been a source of disappointment and diffi- 
culty. The Fund has maintained close contacts with 
these countries, and in general they have continued 
their efforts to restore and maintain monetary balance 
and to develop and diversify their economies on the 
basis of available resources, domestic and foreign. 

While in certain countries realization has not always 
been up to sometimes perhaps exaggerated expecta- 
tion, and strains and stresses have become noticeable 
as capacity limits have been reached in many of the 
industrial countries, fewer countries have been faced 
with balance of payments difficulties; consequently, there 
has been a reduced demand for financial assistance 
from the Fund. Monetary consolidation has continued, 
and progress has also been made in the removal of 
trade and payments restrictions and discrimination. It 
may be thought that this is painting too rosy a picture, 
for there are still many troublesome problems facing 
us, but it is worth noting how relatively well business— 
in the widest sense of that word—has carried on un- 


perturbed by political events, and how the majority of 
countries have been able to take such difficulties as arose 
in their stride. This undoubtedly reflects greater eco- 
nomic balance and the availability of more adequate 
reserves. 

For the Fund itself, as is clear from the Annual Re- 
port of the Executive Directors, the past year has been 
constructive in many respects. The Fund has con- 
tinued to hold annual Article XIV consultations and has 
been active in giving technical assistance to member 
countries, and in some cases to countries which were 
not yet members of the Fund. In addition, the training 
program has been continued on the same lines as in 
previous years. Altogether during the past year Fund 
missions have visited over 50 countries, technical ad- 
visers have been resident for varying periods in 15 
countries, and participants in the training program have 
come from 26 countries. Throughout the Fund’s con- 
sultation and technical assistance work, it has been 
possible to discuss fully and frankly the problems of 
the individual countries with the officials of those 
countries. A feeling of mutual confidence has been 
built up over the years as a result of the greater famili- 
arity of the Fund personnel with the problems of the 
countries which they visit. I think it is also true to say 
that the officials of member countries of the Fund 
welcome the opportunity to examine their problems 
with experienced international observers. 

The amount of financial assistance granted by the 
Fund during the last year was on a smaller scale than 
in the three preceding years, reflecting the improve- 
ment in the over-all monetary position, particularly in 
the industrial countries with larger drawing rights on the 
Fund. Actual purchases of currencies from the Fund, 
which have been made increasingly in currencies other 
than the U.S. dollar, amounted to the equivalent of 
$166 million in the year 1959-60, compared with $264 
million in the preceding year. The number of countries 
obtaining financial assistance, 12, was also less this year 
than last year, when 16 countries drew from the Fund. 
Since the Fund’s resources constitute a second line of 
reserves for member countries, it is only natural that its 
resources are less used when things go well. But the 
figures that I have just quoted do not by themselves give 
an adequate idea of the scope of even the financial 
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operations of the Fund. For the total of purchases takes 
no account of stand-by arrangements. The number of 
stand-by arrangements granted or renewed during the 
year 1959-60 was the same, 13, as in the preceding 
year, but the total amount made available under them 

apart from the U.K. stand-by arrangement which termi- 
nated at the end of 1959—was somewhat greater. For 
the countries concerned, the lines of credit which are 
obtained under a stand-by arrangement, even when 
they are not used, serve a valuable purpose, for they 
help to sustain confidence merely because the members 
While the 
Fund has no power to create credit directly, since 
amounts drawn by one country are obtained, through 
the Fund, from the country whose currency is drawn, 


are assured that funds are available if needed 


stand-by arrangements, which by their very existence 
strengthen the reserve position of the country concerned 
without any money being drawn, act in many ways as 
a form of credit creation 


Of the stand-by arrangements granted or renewed 
during the fiscal year, the majority were made in 
support of stabilization programs. Two of them were 
with European countries—Spain and Iceland—involv- 
ing in both cases changes in the par value. In Latin 
America, the list includes Argentina, Bolivia, Colombia, 
the Dominican Republic, Haiti, Honduras, Paraguay, 
Peru, and Venezuela. In addition, Morocco entered 
into a stand-by arrangement when introducing a new 
par value, while a six-month seasonal stand-by was 
effected with El Salvador. It is the accepted practice 
for the Fund, in appropriate cases, to obtain from 
countries seeking financial assistance declarations of 
intent of the policies that they will follow. If a country 
is obliged to deviate from the policies specified in such 
a declaration, it normally consults with the Fund in 
order to reach a new understanding on the basis of 
which any further drawings may be made. 

It has been the Fund’s experience that member 
countries have made great efforts to implement the 
programs contained in their declarations of intent and 
have made considerable progress toward improving 
their position. There can be no doubt that the progress 
made in recent years has created a “climate of opinion” 
in which the return to monetary stability, with greater 
freedom from restrictions, has become the order of 
the day. It seems, indeed, that in the monetary field 
both good health and sickness can be infectious. 

There is naturally a difference between the amounts 
of financial assistance needed by a large and by a small 
country, but for the Fund the work involved is very 
much the same. The difficulties of introducing appro- 
priate fiscal and credit policies, removing restrictions 
and discriminations, and simplifying complex currency 
practices will, of course, depend upon the circumstances 
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of each case, but it has been our experience that small 
countries are beset by difficulties no less hard to sur- 
mount—-and indeed often harder—than those besetting 
their larger neighbors. This is particularly true for the 
less developed, primary producing countries, and nearly 
all Fund transactions during the past year have been 
with those countries whose main sources of foreign 
exchange come from the export of primary products. 

rhe total resources of the Fund have been increased 
greatly over the past two years; with the increases in 
members’ quotas, initiated at the Annual Meeting in 
New Delhi in the autumn of 1958, the total has risen 
by $5.4 billion, to $14.5 billion. Only five countries 
have not yet accepted their quota increases, and of 
these it is expected that two will do so before the 
end of the period for acceptance, which has now been 
extended to October 31. In addition to the over-all 
increase, the Fund’s effective liquid resources have been 
substantially increased as a result of the moves to 
external convertibility, and the Fund now holds $3 bil- 
lion on gold account and $7 billion in currencies which 
are at least externally convertible. 


rhe total amount of currencies purchased from the 
Fund, and not yet repurchased, amounted on August 31, 
1960 to the equivalent of $1,069 million, and the 
amount available to members under stand-by arrange- 
ments to the equivalent of $267 million. That the total 
of outstanding drawings and commitments under stand- 
by arrangements is so much smaller than it has been 
in recent years has resulted, in a large degree, from 
the expiration of stand-by arrangements and accelerated 
repurchases from the Fund. Thus during the year, 
Mexico, Pakistan, and the United Kingdom did not 
request the renewal of their stand-by arrangements. 
In the same period, repurchases amounted to a total 
of $642 million. Some of these repurchases have been 
made in accordance with agreed undertakings, and 
would thus have fallen due in any circumstances; other 
repurchases have had to be made because obligations 
have accrued as the result of increases in monetary 
reserves, while others have been made voluntarily in 
advance of any specific undertakings or obligations. 
These two latter categories of repurchase once again 
refiect the improvement in the monetary position of 
member countries. For the individual country, advance 
repurchase means that its primary reserves are reduced, 
while its “second line of reserves”—consisting of pos- 
sible use of the Fund’s resources—is increased. From 
many points of view—including considerations of a 
more general character in connection with the flow of 
funds between different monetary centers—it seems 
preferable that a country which increases its reserves 
should make prompt repayments to the Fund, for the 





INTERNATIONAL FINANCIAL NEws Survey, September 30, 1960 S11 


Fund would always be ready under its rules to extend 
renewed assistance if it should be needed. 


At the last Annual Meeting, two questions of a gen- 
eral character were discussed, and were to be considered 
further by the Executive Directors. On both these ques- 
tions, the elimination of discrimination and the accept- 
ance of the obligations of Article VIII, the Executive 
Directors agreed upon statements which were made 
public and which are reproduced in the Annual Report. 


In their decision on discrimination, taken on Octo- 
ber 23 last year, the Executive Directors dealt with 
discriminatory restrictions imposed for balance of pay- 
ments reasons. They noted that there had been a 
substantial improvement in the reserve positions of 
industrial countries in particular, and that there had 
been widespread moves to external convertibility, and 
they concluded that, under these circumstances, there 
was no longer any balance of payments justification 
for discrimination by members whose current receipts 
were largely in externally convertible currencies. It was 
agreed that in some countries a reasonable amount of 
time would be needed fully to eliminate discriminatory 
restrictions, and that special problems could arise for 
countries when a substantial portion of their current 
receipts was still subject to limitation on convertibility, 
particularly in their relations with state-trading countries. 

Today, an overwhelming part of world trade is paid 
for in externally convertible currencies, and it is grati- 
fying to be able to report that very substantial progress 
has been made in the elimination of restrictions, espe- 
cially in relation to the dollar area. This is, however, 
a continuing process; and further measures for removal 
of discrimination are still needed, particularly in a 
number of cases where they are applied against non- 
dollar countries. 

The Fund decision on discrimination was communi- 
cated to the CONTRACTING ParTiEs to the General 
Agreement on Tariffs and Trade (GATT), which then 
issued a similar statement. In this connection, | may 
perhaps refer briefly to the Fund’s concern with the 
problem of eliminating restrictions in general, whether 
they refer to trade or payments and whether they are 
discriminatory or not. In relation to the GATT, the 
Fund may be called upon to state whether for a given 
country restrictions can be justified on balance of 
payments grounds. Questions of this kind have been 
examined in connection with the annual Article XIV 
consultations, and in certain cases the conclusion has 
been reached that the country in question has no 
balance of payments justification for the maintenance 
of quantitative restrictions, and the CONTRACTING 
Parties have been informed of this. It is then up to 
the countries concerned to justify the retention of such 
restrictions on other grounds, or to remove them. 


In this wider field of restrictions, substantial progress 
has likewise been achieved over the last year. While no 
single factor can be said to be the cause of the recent 
remarkable expansion of world trade, there can be no 
doubt that the progressive removal of restrictions and 
discrimination has played a considerable role, to the 
great benefit of all countries. This progress has included 
the liquidation of a considerable number of bilateral 
payments agreements. However, many such agreements 
remain, and to this extent there are still appreciable 
limitations on the ability of traders to sell and buy 
freely in markets where they can find the most advan- 
tageous terms. The Fund will, of course, continue to 
work for the establishment of a world-wide system of 
multilateral trade and payments. In a number of coun- 
tries, the system of restrictions reflects a position of 
domestic instability and consequent distortions, or is 
maintained because of strong protectionist pressures, 
but there is fortunately a growing awareness of the 
fact that restrictions and discriminations are harmful 
not only to other countries, but even more to the 
countries which continue to apply them. 


The examination of the legal, policy, and procedural 
aspects connected with a member’s acceptance of the 
obligations of Article VIII was also begun after the 
last Annual Meeting, and on June 1 the Executive 
Directors agreed upon a decision intended to serve as 
a guide to members in pursuance of the purposes of the 
Fund as set forth in Article I of the Fund Agreement. 

Under the transitional arrangements of Article XIV, 
members are entitled to maintain and adapt restrictions 
on payments and transfers for current international 
transactions without the prior approval of the Fund. 
When, on the other hand, a country accepts the obli- 
gations of Article VIII, it has to obtain the approval 
of the Fund for any restrictions on such payments that 
it is maintaining at that time; and for the future it must 
obtain the prior approval of the Fund both for the 
introduction or reintroduction of restrictions and for 
any adaptation of existing restrictions. 

It is perhaps useful to stress that, under Article XIV, 
countries have only the right to maintain and adapt 
restrictions; therefore an introduction or reintroduction 
of restrictions would already require the prior approval 
of the Fund under Article VIII, even though the 
country concerned has the status of Article XIV. From 
a more general point of view, the acceptance of all 
the obligations of Article VIII can be considered as the 
consolidation of the attainment of convertibility for 
current international transactions; it implies that the 
country making the move feels able to conduct its 
international financial relations without any significant 
use of restrictions. Therefore, for countries that have 
remaining restrictions of only limited scope, and that 
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are not likely to need to resort to restrictive measures 
in the foreseeable future, the transition to Article VIII 
would seem now to be an appropriate step. Several 
countries have been carefully considering such a step, 
and at the Fund’s request have provided detailed and 
comprehensive information on their exchange systems. 
It is therefore to be expected that several member 
countries will move to Article VIII in the near future. 


An important feature of the decision of the Executive 
was to outline the methods of 
regular consultation with the Fund as more and more 
countries assume the obligations of Article VIII. The 
question is important because regular consultations are 


Directors of June | 


not mandatory for Article VIII countries, except in 
certain limited circumstances. The Executive Directors 
emphasized that the Fund is able to provide technical 
facilities and advice to member countries, and can 
provide a forum for the exchange of views on monetary 
and financial developments; they considered that there 
is great merit in periodic discussions between the Fund 
and its members—even though no questions arise 
involving action under Article VIII. The Executive 
Directors concluded that such discussions would be 
planned between the Fund and the member, including 
agreement on place and timing, and would ordinarily 
be held at intervals of about a year. 


The method thus outlined for Fund contact with its 
members means that, in addition to the annual consul- 
tations with Article XIV countries, arrangements will 
in the future be made for periodic discussions with 
countries under Article VIII. By the voluntary accept- 
ance of a practice that has proved so useful for both 
the Fund and many member countries, the Fund should 
be able to maintain and strengthen its bonds of contact 
with members and, in general, to increase its effective- 
ness as a center for monetary cooperation. 


lhe principles or lines of guidance laid down in the two 
policy statements which have been made by the Execu- 
tive Directors since the last Annual Meeting now form 
part of the code of good monetary and economic be- 
havior which is gradually being evolved and adhered 
to by the members of the Fund. 


Turning to another matter, | want to refer to the 
study prepared by the Fund in response to a request 
from the seven countries which formed the Latin Ameri- 
can Free Trade Association with the signing of the 
Treaty of Montevideo on February 18, 1960. The Fund 


was asked to prepare a study of the payments problems 


which might arise within the Association. In the study, 
stress was laid on the great advantages of a system 
of settlement in freely convertible currencies. At a meet- 
ing of Central Bankers of the seven countries, it was 
reaffirmed that the principle of free convertibility of 
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currencies is the objective to be attained. It is therefore 
to be hoped that the Latin American countries con- 
cerned will regard convertibility of currencies as a 
condition for the successful implementation of their 
trading arrangements. 


In the field of international monetary and commercial 
relations, many new organizations and institutions are 
being formed all over the world. In a period of rapid 
economic development, new institutions are certainly 
sometimes needed, and I would particularly like to 
extend a special greeting of good wishes to the newly 
formed Inter-American Development Bank, whose first 
President, Mr. Herrera, was formerly an Executive 
Director of the Fund. 


It is, however, becoming more generally realized that 
a multiplication of international organizations and insti- 
tutions cannot provide a panacea for all our problems, 
and I am reminded of an old principle of logic, dating 
from the Middle Ages and known, after the English 
philosopher, as Occam’s razor: “Entities should not 
be multiplied beyond necessity.” 


As we look back over other developments, it is clear 
that the establishment of external convertibility has 
given new vigor to the working of the world’s exchange 
markets and to the international banking system. It is 
not only that nonresident holdings of the currencies of 
most industrial countries are now fully convertible, but 
also that the commercial banks themselves have more 
substantial foreign funds with which to operate. Partly 
as a result of this increased freedom, the financing of 
trade has been greatly facilitated, and this has certainly 
been one of the factors behind the expansion of world 
trade. At the same time, the changes have made possible 
the shifting of available liquid funds or the movement 
of trade financing from one money market to another 
in response to changes in relative interest rates. During 
the course of this year, reflecting mainly domestic devel- 
opments, short-term rates in the United States and 
Canada have fallen by about 2 per cent, while in Ger- 
many and the United Kingdom they have risen by 
some 2 per cent. A change of as much as 4 per cent 
per annum in the relative advantage of keeping money 
or financing trading operations on one side of the 
Atlantic rather than the other has naturally induced 
many business enterprises and financial institutions to 
review their positions in the different centers and to 
make adjustments in the light of the new situation. The 
intensification of other restraints on the availability of 
credit in some European countries, especially in Ger- 
many, has added to the flow of funds. On the other 
hand, only relatively limited movements of funds seem 
to have resulted from political considerations. 


Movements of funds have also been due to surpluses 
and deficits on the current account of the balance of 
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payments. Indeed, it is important not to lose sight of 
the fact that fundamental developments on the current 
account reflect the basic earning positions of the 
countries concerned. 


As far as the more fundamental balance of payments 
position of the major trading countries is concerned, 
the most striking change has taken place in the United 
States. After a substantial surplus in 1957, the United 
States had a balance of payments deficit of about 
$3'% billion in both 1958 and 1959. This deterioration 
was due to a combination of factors: on the one hand, 
the increased competitive power of the other industrial 
countries in world markets, and, on the other, the budget 
deficit and the increase in the credit volume in the 
United States during the 1958 recession. Once, how- 
ever, the recession was over, U.S. fiscal and credit 
positions were reversed. The 1959-60 budget had a 
surplus of $1 billion; and for over a year the money 
supply has been kept steady. The rise in prices seems 
to have been arrested, and more attention is being 
paid to costs. In the foreign sector, exports started to 
rise in the autumn of 1959, partly as a result of the 
boom conditions in the countries of Western Europe, 
which so far this year have increased their purchases of 
U.S. goods by over 50 per cent compared with the same 
period of last year. There is now a substantial trade 
surplus, which for the whole of 1960 may exceed 
$4 billion and which, with net income from investments 
and other invisible receipts, may well amount to $6 bil- 
lion. Compared with last year, this would represent an 
improvement of over $3 billion, and would be sufficient 
to cover fully the present rate of U.S. Government 
expenditure abroad, including military expenditure and 
economic grants and loans. 

This will still mean, however, that the outflow of 
short-term funds and the export of long-term capital 
on private account will have to be met by an increase 
in dollar liabilities or by sales of gold—which, inci- 
dentally, seem to excite public opinion far more than 
the fundamental condition of the balance of payments. 


Nevertheless, these movements—and the same is true 


of government loans—have as their counterpart the 


acquisition of foreign assets and in this way are some- 
what different from an outflow of funds resulting from 
a deficit on current account. However, it must be borne 
in mind that the improvement which has occurred on 
the U.S. current account this year, while it is basically 
an important development, results from some special 
factors, particularly the strong boom in other industrial 
countries. It is, therefore, too early to conclude that the 
U.S. payments difficulties have been fully overcome, 
and continued vigilance is required. 

It is interesting to note that the Fund’s operations 
have recently made some contribution to the dollar 


position. During the last 1% years repurchases in 
U.S. dollars have amounted to nearly $700 million, 
while dollar drawings were only $200 million. As a 
result, other countries have transferred about $500 mil- 
lion net in U.S. dollars to the Fund, and the rate of 
increase in their dollar balances and gold holdings has 
been slowed down accordingly. The dollars received by 
the Fund have been returned, under the Fund’s rules, 
to the U.S. Treasury against the issue of noninterest 
bearing demand notes to the Fund. During the coming 
year it is expected that repayments will continue to be 
made mostly in U.S. dollars, and that the proportion of 
other currencies drawn from the Fund will increase. 


The main counterparts of the payments deficits of 
the United States in 1958 and 1959 were large surpluses 
in a number of European countries. It is not yet possible 
so far this year to obtain a clear picture of the basic 
payments developments in Europe; they nave partly 
been obscured by movements of short-term funds. But, 
broadly speaking, it would seem that the tendency 
toward balance in the foreign account of the United 
States has been matched by declining surpluses in Europe. 

Germany, which for several reasons has had the 
largest inflow of funds from abroad, poses a number 
of problems. The German authorities have introduced 
some special inducements for the maintenance of short- 
term funds abroad, and the Bundesbank has recently 
granted a loan of the equivalent of $240 million to the 
International Bank for Reconstruction and Develop- 
ment. At the same time, the Bundesbank has not, to any 
appreciable extent, converted its substantially increased 
dollar holdings into gold. These steps have been useful 
as far as they go, but what gives rise to concern is 
Germany’s particularly large surplus on current account, 
which has averaged $1.3 billion per annum over the 
last three years. The question has in particular been 
asked whether there are corrective forces effectively at 
work in the present German situation. No doubt, Ger- 
man foreign trade is in a strong position during a period 
when investment goods are greatly in demand in world 
markets, and when, nevertheless, the prices of imported 
raw materials have not risen. There are, it is true, some 
signs of an adjustment taking place. In Germany, wage 
contracts negotiated in a number of important industries 
in July this year have incorporated a rise in wages aver- 
aging 8% per cent, in addition to a shortening of the 
working week; and the note circulation has been increas- 
ing at about the same rate. Moreover, in the first seven 
months of 1960, imports increased by 25 per cent, 
compared with the same period of the previous year, 
while exports rose by 21 per cent. These tendencies are 
likely to continue and could be reinforced by further 
efforts to facilitate German imports. But it should not 
be overlooked that Germany needs a substantial surplus 
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on current account to sustain what could be regarded 
as the desirable level of German capital exports. With 
boom conditions in Germany continuing, the high level 
of interest rates acts as a deterrent to private capital 
exports. It will, therefore, be a matter for the German 
authorities, assisted perhaps by private industrial and 
banking groups, to arrange the internal finance needed 
to make increased funds available to other countries 
by capital exports, or in other ways. This would mini- 
mize the danger of increased strain and nervousness and 
ensure further German participation in the provision of 
capital for less developed countries. 


It is important that we should not allow our thinking 
to be dominated by the movements of short-term capital, 
overwhelming as they may seem to be over a short 
period. The field over which realistic exchange rates 
prevail has been widening; and more effective support 
can now be provided, if need be, by increased reserves 
in many countries, and generally by more substantial 
assistance from the Fund following last year’s increase 
in quotas. Such assistance is given for a variety of 
reasons, and should of course not be regarded as avail- 
able merely in emergencies. We have, therefore, reasons 
to expect that, by and large, the present exchange struc- 
ture will continue to gain in strength and cohesion. 


Some of us present here today will remember that 
the replenishment of monetary reserves was a problem 
after World War I, when no really satisfactory solu- 
tion was reached. The same problem has had to be 
faced again after World War Il—aggravated by the 
decline in reserves that occurred in the years immedi- 
ately following the War. But since then, we have been 
more successful, partly because of the funds made avail- 
able by the United States. The Western European indus- 
trial countries and Japan now possess gold and foreign 
exchange reserves amounting to $24 billion, compared 
with $8 billion at the end of 1947. Over the same period, 
however, the aggregate official reserves of the less 
developed countries actually declined. In the light of 
these chaffges, | think it is appropriate to make some 
observations on the subject of the adequacy of reserves. 

Many attempts have been made in the past to define 
what should be regarded as an adequate level of reserves; 
and in view of the great diversity of tradition and 
policy in different countries, it is hardly possible to give 
a simple answer to the question. It is possible, however, 
to indicate in a few words what might be regarded as 
an ideal state of affairs: a country should have reserves 
large enough to give it a sufficient margin for the 
pursuit of its domestic economic and financial policies, 
but not so large as to free it from the necessity of having 
to observe a modicum of monetary discipline. 

1 think that individual countries, like individual busi- 
ness firms, can have liquid reserves which are too large. 
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I remember that in my own country, Sweden, after 
World War I, there were some firms with such large 
reserves that in the postwar crisis they were able to 
postpone any adjustment of their affairs when the 
business situation became more difficult; other firms 
with smaller reserves, which were obliged to make the 
required adjustments more quickly, as a rule fared better 
in the long run. For a country, however, the magnitude 
of the reserves that are needed will in fact depend very 
much on what policies are pursued, and those countries 
which wisely adjust their policies to changing situations 
can do with smaller reserves. This is, of course, not a 
new experience, for, to quote from the Book of 
Proverbs, “How much better it is to have wisdom than 
gold, and knowledge is rather to be chosen than silver.” 
It is, of course, preferable to have both wisdom and 
sufficient reserves, but without wisdom and proper 
policies, no level of reserves will suffice. 


It is my belief that the majority of the larger industrial 
countries, which exert the more decisive influence on 
the trend of world affairs, have adequate, or very nearly 
adequate, reserves. This, of course, presupposes that 
these countries will succeed, as I believe they can suc- 
ceed, through their individual efforts and concerted 
policies, in preventing any marked tendency toward 
either inflation or deflation at home, and in the world 
price level generally. Such replenishment of reserves as 
may still be needed by countries in this group can be 
met, I think, without difficulty from current supplies of 
newly mined gold and a moderate expansion of foreign 
exchange liabilities. 

If thus the true purpose of reserves is to allow proper 
domestic policies to be pursued, with changes in reserves 
giving useful warning signals, there arises the question 
of what are the proper domestic policies to pursue. 
Probably the most simple answer is that the policies 
should be designed to help to create conditions under 
which there can be sustained domestic expansion, With 
this purpose in view, a number of countries have 
declared that such credit measures as they have recently 
taken have been determined “predominantly by domestic 
considerations.” In some countries, the measures taken 
involved credit restraint to prevent excesses in a boom, 
in others, the introduction of greater ease to promote 
activity in a period of slacker business. But “predomi- 
nantly” must clearly be taken to mean that other con- 
siderations have not been forgotten; it would indeed be 
shortsighted to neglect them, even in relation to the 
main domestic purpose of sustained expansion. If, in an 
attempt to raise activity by credit and fiscal policies, 
inflationary pressures are set up, the resulting cost and 
price increases and weakness in the external balance 
may soon create conditions under which economic 
expansion could not be maintained. Conversely, per- 
sistent strength on foreign account and the building up 





INTERNATIONAL FINANCIAL NEws Survey, September 30, 1960 


of unnecessary reserves may easily involve a misuse of 
a country’s resources, for which a better employment 
could be found. 


As I have already discussed in connection with the 
current situation, special difficulties may arise from 
sudden shifts in commercial financing, or, more gen- 
erally, from an outflow of short-term funds. In ordinary 
times, therefore, reserves should also be sufficient to 
make it possible for countries to take such changes in 
their stride. And in this connection, the second line of 
reserves available to countries through the Fund remains 
an important factor. 


In considering the problems of the less industrialized 
countries, it is interesting to note that some of them— 
notably Argentina, Colombia, Israel, Malaya, Morocco, 
Peru, and the Sudan—have succeeded in increasing their 
gold and foreign exchange reserves quite considerably 
over the last year. But for the general run of these 
countries, the picture is different. For many of them, 
reserves are clearly on the low side—and in some cases 
embarrassingly low. Measures taken to strengthen their 
reserve positions would without doubt be of great advan- 
tage to them. It will generally be impossible to achieve 
any spectacular increase, but a more or less regular 
addition to reserves would have beneficial effects both 
internally and externally. Such an increase, by deliberate 
policy, would provide an increasingly reliable basis for 
the accumulation of savings and for economic growth, 
and would help to improve the country’s creditworthi- 
ness abroad, especially if a policy of fair treatment for 
foreign investments is pursued. 


An increase in reserves, however, is a type of invest- 
ment for which genuine savings, from domestic or 
foreign sources, are required; and if those savings are 
used to accumulate foreign reserves, they cannot be 
used for other investments, in plant or equipment, 
houses, harbors, or roads, in the domestic economy. 
Usually a replenishment of reserves requires a moder- 
ation in internal spending, and often a temporary slow- 
ing down in the rate of growth. This usually presents 
certain difficulties for the less developed countries, 
devoted as they are to the promotion of investment; 
as a result, few resources are as a rule made available 
by them for the replenishment of their reserves. In those 
countries where investment plans are drawn up for 
some years to come, it is therefore particularly important 
that due weight should be given to the requirements of 
the reserve position, and that resources should be set 
aside for the building up of reserves as one of the 
objectives of the plan. 


Most of the Fund’s stand-by arrangements during 
recent years have been with the less industrialized 
countries. The Fund is sympathetically aware of the 
difficulties which these countries are encountering, and 


well aware of the efforts which they are increasingly 
making to arrest inflation and establish realistic rates 
of exchange. One after another, these countries have 
come to appreciate the overriding need for establishing 
monetary order and stability. In the early stages of a 
country’s development, it may not at first sight seem to 
matter enormously whether or not the right priorities 
are chosen, since so much has to be done; but countries 
whose resources are limited cannot afford the distortions 
and misuse of capital which will be unavoidable if there 
is no proper basis for cost accounting, and thus for 
judging the best employment of scarce resources. The 
achievement of stability is, however, no easy matter. 
It requires as a rule that budget expenditure has to be 
curtailed and revenue increased, and a policy of restraint 
applied to the credit structure. Moreover, it has been 
the experience of many countries that, after years of 
continuously rising prices, the conditions for more 
normal, noninflationary business activity cannot be 
established all at once or without transitional difficulties 
and delays. There will usually be a period of uncer- 
tainty and hesitancy while businessmen and the general 
public get used to the idea of more stable prices. But 
once that intervening period is past, stable money will 
provide a reliable basis for a more enduring rate of 
growth, to which, fortunately, the experience of many 
countries now bears witness. 


Although the International Monetary Fund does not 
provide capital for development, the technical and 
financial assistance which it can give to member coun- 
tries to overcome monetary difficulties helps to ensure 
that development plans are worked out within the 
framework of financial stability. By thus avoiding a 
misuse of resources and by creating an atmosphere of 
general confidence, agreements with the Fund on stabili- 
zation programs have helped countries to obtain financial 
assistance from other sources. On numerous occasions, 
various government and intergovernmental agencies and 
commercial banks have provided assistance at the same 
time as the Fund to support the stabilization program 
under so-called “parallel arrangements.” Then, as the 
stabilization effort has begun to show signs of success, 
and monetary stability has helped to open up increased 
possibilities for ordinary commercial bank credit and 
for direct long-term investment, further resources have 
become available from abroad for development and 
economic expansion. The developing countries need 
genuine savings; and they must therefore seek to create 
conditions under which such savings are effectively 
mobilized within their own economies and attracted 
from abroad. They must also see to it that such resources 
—whether domestic or foreign—are put to the best 
possible use. If financial stability is achieved and if 
resources are properly used, the richer countries have 
greater incentive to give assistance to the less developed 
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countries. But the richer countries themselves must 
ensure that their assistance is provided regularly, and 
not piecemeal, and under conditions that permit realistic 
planning. 

One of the particular problems facing the less devel- 
oped countries has been the general weakness of the 
prices of many of their main export products. The 
Fund was therefore asked by the UN Commission on 
International Commodity Trade to present a study of its 
policies and procedures in relation to the compensatory 
financing of commodity fluctuations; in this study 
the Fund made it clear in what circumstances it would 
be able to assist countries in overcoming temporary 
payments difficulties arising from fluctuations in the 
prices of export products. Such assistance may undoubt- 
edly be valuable, but it cannot in itself affect earning 
possibilities, as determined by the relation of demand 
and supply in world markets. A possible solution has 
been sought in international commodity agreements 
that involve among other measures the limitation of sup- 
plies. This may be feasible for some—though certainly 
not for all—commodities. But in the long run the only 
really effective influence on market prices will come 
from a high and rising level of activity in both the 
industrial and the less developed countries. For certain 
commodities in particular, this increase in demand 
could be encouraged by a lowering of obstacles to 


international trade and a reduction in demand-depressing 
excise levies. While the industrial countries have obvi- 
ously a predominant role to play in encouraging demand, 
attention should also be paid to the possibilities of 
increased trade between the less developed countries 
themselves, which is often hampered by self-defeating 
import restrictions. 


For many of the primary producing countries, one 
of the main hopes lies in the diversification of produc- 
tion. Here, of course, capital and technical knowledge 
are needed, and in this respect the richer countries 
should be able to make an even greater contribution. 
It is not as if little or nothing has been done to promote 
diversification, but more can be achieved; and a quicken- 
ing of the pace will surely be dependent upon the 
degree of confidence and cooperation that can be 
established between the developed and the less devel- 
oped countries, and the creation of conditions which 
are likely to ensure a rational disposition of production 
and to improve the facilities for technical and adminis- 
trative training. 

From time to time it is necessary to take a new 
look at the general economic situation, either because 
things have turned worse or because they have im- 
proved. This time I suggest we should do so because in 
some essential respects there has been a substantial 
improvement, and at least some of the problems with 
which we struggled for years are now well under way 
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to a more definite solution. In particular, I have in mind 
the establishment of external convertibility for many 
currencies, and the more convincing signs of greater 
price stability. These developments, of course, reflect a 
fundamental improvement in the world situation. 


In this new situation there are certain fears which, 
however natural in view of past experiences, can today 
be easily exaggerated. In those countries which fear 
most of all the threat of inflation, the authorities and 
people can now, it seems, be assured that by the main- 
tenance of a stable exchange rate they will not expose 
themselves to “imported inflation.” Also fully under- 
standable, in the light of the bitter experiences of the 
past, is the fear of heavy unemployment. However, in 
these postwar years employment has, by and large, 
been at a high level, and there are many stabilizing 
factors which now belp to ensure that employment will 
be kept up. Nevertheless, with a more stable world 
price level, it is important to remember that too high a 
level of costs and prices will tend to limit the volume of 
sales and production, and thus cause unemployment. 


In the private sector, now exposed to more intense 
competition with the halt to continuously rising prices, 
the need to pay more attention to costs must be part of 
the day’s work. There may be a danger of more per- 
sistent demands for increased protection, but to accede 
to these demands would reduce the impetus toward 
highly desirable and necessary adjustments, and 
would also impair the expansion of world trade. The 
CONTRACTING Parties to the GATT are at present 
meeting in Geneva to negotiate tariff reductions. It is 
sincerely to be hoped that at this meeting, and in the 
future, as much progress as possible will be made in 
dismantling obstacles to trade. 

It has been said that it is a good thing for each 
generation to be faced with an important challenge. 
We may well think that our generation has had to face 
more numerous challenges than it could readily meet. 
But we have certainly proceeded with much determi- 
nation and success in our efforts to achieve inter- 
national cohesion and progress in the economic and 
financial field. It is no mean achievement to have almost 
doubled in a decade the volume of world trade, and to 
have established an effective international payments and 
credit system based on convertible currencies; and | 
believe we are entitled to think that at least some of 
the challenges have been met. Although we are still 
confronted with many important and difficult problems, 
especially in relation to the less developed countries, 
our resources are more ample and our methods of 
cooperation more developed, and there are good reasons 
to expect that these problems will be solved through 
continued individual efforts and effective international 
cooperation. 

September 26, 1960 
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Address by W.A.B. Iliff, Vice-President of the International Bank 


It might be well if I began with a look at the growth 
of our institution. As yet we are only 15 years old; 
but we have grown in stature, and I would hope in 
wisdom, considerably beyond the normal expectations 
at that tender age. Ten years ago, 48 nations were 
members of the Bank. Loans amounting to some 
$800 million had been made to help to finance projects 
in 14 countries. Five years ago, 56 nations were num- 
bered among our members, and we had invested about 
$2,300 million in 37 different countries. Today, our 
membership embraces 68 nations; our commitments 
exceed $5,000 million in 53 different countries. 


This year’s lending total is slightly below that of last 
year. But this is an accident of the calendar, rather than 
any sign of a slackening pace. If the year had closed 
but one loan later, this would have been a record lend- 
ing year. The significant statistic is the fact that in the 
last three years our lending has almost equaled the 
total of our first ten years. 


Bank loans during the year under review conformed, 
in type, to our usual pattern, with heavy emphasis on 
transportation and electric power. For the fifth year in 
succession, Asia and the Middle East, taken together, 
received the largest part of the total. This year, Africa 
was second. Mauritania and the United Arab Republic 
became Bank borrowers for the first time. In Latin 
America, our lending during the year brought our 
total investment in that part of the globe to over 
$1,000 million. 


The time is not far off when new countries entering 
the community of independent nations will have brought 
the total number of sovereign states to more than 100. 
Most of these new nations will be ill supplied with 
development resources and determined to do something 
about their poverty. Most of them, therefore, will prob- 
ably become members of the World Bank. Accordingly, 
little skill in clairvoyance is needed to predict a broader 
membership in this institution and an increasing demand 
on its resources. 


Our growth record, of course, would not have been 
possible if our funds available for lending had failed 
to keep pace. Ten years ago, our available funds came 
almost entirely from the paid-in capital of the United 
States and Canada and from $250 million in borrowed 
money, all of which had been raised in the American 
market. Five years ago, while the Bank’s sources of 
finance had taken on more of an international com- 
plexion, the paid-in subscriptions of the United States, 
amounting to $635 million, exceeded the sum of all usable 
subscriptions from our other members. Today, the inter- 


national character of the Bank’s finances is thoroughly 
established. Members’ paid-in capital available for lend- 
ing—exclusive of the U.S. subscription—amounts to 
more than $1,000 million. Of the Bank’s outstanding 
funded debt, which now exceeds $2,000 million, more 
than half is held outside the United States—a very 
remarkable change from the situation five years ago. 


Ten years ago—even five years ago—we were still 
largely a dollar bank; today we are in every sense of 
the word an international bank. The Bank’s securities 
have been established in the money markets of Belgium, 
Canada, Germany, the Netherlands, Switzerland, and 
the United Kingdom, as well as the United States. 
Investors in more than 40 different countries are holders 
of Bank securities. An indication of how deep, as well as 
wide, are the international sources of funds available to 
the Bank came to us shortly after the close of the last 
fiscal year. On July 13 last, the Bank was able to 
announce a borrowing from the Central Bank of Ger- 
many of the equivalent of $240 million, part in dollars 
and part in deutsche mark, with a 12-year maturity. 
This is not only our largest borrowing ever undertaken 
outside the United States; it is by far the largest single 
borrowing we have made anywhere since we floated an 
issue of $250 million in the United States market in the 
summer of 1947. Over the past three years, Germany 
has been our most important source of borrowed funds. 

There have been three other issues since the end of 
the fiscal year under review: first, a roll-over operation, 
which continued for another three years a $30 million 
issue that matured July 11 last. Secondly, the sale 
outside the United States of $100 million in two-year 
34% per cent bonds; this issue was heavily oversub- 
scribed; and finally, a public issue in Switzerland of 
4 per cent, 15-year bonds amounting to Sw F 60 million; 
this issue also was oversubscribed. Taking into account 
this last Swiss issue, the aggregate of World Bank bonds 
and notes outstanding in Swiss francs will amount to 
about Sw F 690 million. 


Increased interest in the Bank’s own obligations has 
been accompanied by a widening interest in the purchase 
of World Bank loans on the part of investors around 
the world. During the fiscal year under review, sales of 
parts of our loans, without our guarantee, amounted to 
the record figure of almost a quarter of a billion dollars. 
These sales have brought back to the Bank more than 
$800 million over the past decade—and of this, 
$500 million came from outside the United States. 
They are, in effect, equivalent to repayments to the 


Bank before maturity, and this speedy replenishment 
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of our lending resources means, of course, that our need 
to go to the market for new funds is correspondingly 
reduced. More important, these sales—being without 
the Bank’s guarantee—are an encouraging sign of con- 
fidence on the part of private investors in the unsup- 
ported credit of our borrowing member governments. 

It is worth noting, in passing, that the over-all 
financial position of the Bank continues to grow stronger. 
A further $86.5 million was added to our reserves 
during the past fiscal year and these reserves now stand 
at more than half a billion dollars. 

So far as the future is concerned, it is not always as 
easy to see new sources of capital as it is to see the 
needs for it. But there does not appear to be any short- 
age in sight of development capital prepared to move 
on conventional terms. The volume of private inter- 
national lending and investment in foreign securities has 
been growing; foreign bonds publicly issued in the 
major capital markets during 1958 and 1959 amounted 
to more than three times the total floated in 1952 and 
1953. And this is exclusive of refunding operations. 
This expansion has been marked by an increase in the 
number of countries able to invest abroad, notably, of 
course, those countries of Western Europe where sus- 
tained improvement on domestic and foreign account 
has come about. 

Even the present pattern of interest rates suggests 
the possibility of a continuing growth in the supply of 
conventional development capital. While attention today 
is directed to the recent rise in long-term interest rates 
in Europe, it should not be overlooked that European 
interest rates in general are significantly lower now than 
they were at the peak of the earlier European boom 
in 1957. 
movements have been eased. These are indications that 
the supply of capital in Europe has expanded substan- 
tially in the past three years, giving still further support 
to the view that capital flows to the low income countries 
can continue to increase. 


Moreover, since 1957, controls over capital 


The past decade has brought to the Bank a steady 
stream of new members, new borrowers, and new lend- 
ers. It has also brought some new problems which are 
taxing both our resources and our ingenuity. Ten years 
ago, the international financial community was still 
concerned primarily with recovery and reconstruction in 
the nations which had been belligerents in World War II. 
Development in the underdeveloped lands was then a 
second priority claim on the supply of investment capital. 
Five years ago, the emphasis had already changed, but 
the scope and complexity of modern development prob- 
lems were not fully appreciated by any of us. True, some 
of the fundamentals of the development business had 
become well known, and were being actively discussed. 
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In this institution, we were absorbed with many bor- 
rowers in dealing with the problems of adequate project 
preparation and, together with our sister institution, the 
Fund, of preventing an unhealthy evaporation of effort 
and resources through inflation. We are still absorbed 
in these matters and, no doubt, we shall continue to 
be so, as long as there is an International Monetary 
Fund and a World Bank. Today we have two new 
categories of problem to add to the old. 


First, we have the problem of what I will call the 
New Countries—those countries to whom national inde- 
pendence, and sometimes a fundamental social revolu- 
tion, has come, in some instances, with little or no 
preparation or warning. The striking examples, of 
course, are the new countries of Africa. In some of these 
countries we know now that the first roadblocks on the 
path to development are the lack of the most basic 
services of government, particularly adequate education. 
Somewhere, somehow, men and women must be found, 
or trained, to build the very foundations of government 


without which economic and social progress cannot 
be built. 


Here is a category of problem which obviously has 
not been fully anticipated by the community of nations. 
The human resources available to be brought to bear 
on these situations are pitifully meager. All development 


agencies, national, regional, and international, will have 
to stretch to the limit their resources—and their inge- 
nuity—to meet the demand. In the Bank, we hope, and 
expect, to be able to do our share. Many countries, 
struggling with the new realities of national independ- 
ence, are coming to us now for technical assistance in a 
wide variety of forms, and we are doing our best to 
provide what help we can. But something more than 
the existing forms of technical assistance is required. 
The New Countries present the United Nations, the 
Bank, and all other agencies interested in development 
with a new kind of problem. Collectively, we have not 
yet managed to fashion an adequate response. 


The other problem arises from this circumstance: 
once a country embarks on a development program in 
earnest, and sets out to find capital to finance it, that 
country can, with great rapidity, reach the point where 
its ability to borrow foreign capital on conventional 
terms is very limited in comparison with the amount 
that it could effectively employ. This is certainly the 
case with India and Pakistan today; it may already be 
the case with some other countries also. 

For example, assuming India’s proposed Third Five 
Year Plan to be a fair and realistic estimate of the 
development progress that can be made in India over 
the next five years, then the financing of the Plan will 
require a substantial acceleration of foreign aid. India’s 
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external debt already creates an onerous burden on her 
economy, and, if hard loan continues to be piled upon 
hard loan, the service and repayment burdens will very 
quickly reach an intolerable level. 


Clearly, this is a situation in which, if the tempo of 
progress in the underdeveloped world is not to be 
dangerously retarded, some other forms of development 
financing must be made available on a substantial scale. 
The Free World has begun to realize this, and, accord- 
ingly, we are experimenting with a whole orchestra of 
novel financial instruments—bilateral and multilateral— 
which, we hope, will provide orderly and constructive 
ways of dealing with financial imbalances that arise 
primarily from the momentum of a country’s develop- 
ment effort. The objective must be to bring some 
harmony out of these new instruments. The risk is that 
—if we are not careful—we could produce not an 
orchestra, but nothing more than a haphazard ensemble 
making quite discordant noises. 

In considering these new problems, one can discern 
a trend in the international community—a trend in the 
direction of greater reliance on the multilateral approach. 
Today’s trend differs importantly from similar trends in 
the past; the search now is not for once-and-for-all solu- 
tions to the broad problems of development; rather, it 
is a search for solutions to specific problems—solutions 
which can be fitted together like pieces of a jigsaw 
puzzle to make a more hopeful prospect for a picture 
of peace and human betterment. 

The historic transformation which is going on in the 
underdeveloped world today defies any general “solu- 
tion”; but it does offer infinite possibilities to the 
practitioners of economic development. By marrying 
the needs of development with international cooperation, 
more and more statesmen the world over are trying to 
make something of these infinite possibilities. Instead 
of searching for an elusive grand design, they are seizing 
on specific development opportunities, and trying to 
use these opportunities as a means of promoting har- 
mony and tranquility within and among the nations. 

This trend is immensely encouraging to us in the 
Bank. We have always believed that the way to put 
muscle on the skeleton of international cooperation is 
to make real, in as many specific situations as possible, 
the prospect of economic growth. While we claim no 
special place, we have been one of the pioneers in this 
endeavor and are privileged today to be given new and 
exciting tasks to perform. 

Of special importance to us, of course, is the new 
International Development Association (IDA). The 
Articles of Agreement of IDA are now in force, the 
specified minimum amount having been subscribed by 
member governments. IDA will soon be ready to start 
operations. Member governments have given to the 
World Bank the responsibility for administering IDA. 


Its birth is a milestone in our career. Here, multilateral 
administration will be tested in a new field. And here 
will be a rare opportunity to demonstrate how new 
kinds of financial instruments can make possible the 
new approaches which the development problem today 
demands. IDA’s initial resources are very modest, com- 
pared with the needs of the underdeveloped world. But 
I feel sure that those resources will be augmented over 
the years, and that the Bank and IDA together will be 
able to assist their less developed member countries 
with greater effectiveness and on a broader front than 
the Bank has hitherto been able to do alone. 


The Executive Directors and the President of the 
Bank use the word “flexibility” to set the tone for IDA’s 
future operations. On the financial side, IDA will be 
able to venture further than the Bank is able to go in 
countries which, through no fault of their own, have 
only a limited capacity to service conventional foreign 
debt. On the project side, IDA can support whatever 
development undertakings appear to hold the most 
promise, provided that they can pass the test of careful 
and adequate preparation which the Bank is accustomed 
to apply. With this proviso, IDA can be expected to 
finance all types of investment financed by the Bank and 
a broader range besides. 

Beyond these generalizations, a discussion at this 
time of IDA policies would be premature. It is only 
through tackling specific operations that we can adapt 
the various techniques and policies possible under IDA’s 
charter to the urgent needs of its less developed member 
countries. Our aim is to get off to a quick start now—to 
get some concrete projects before us. We realize that 
our administration of IDA will be watched carefully. 
We have to demonstrate that a bank can handle monies 
soundly and effectively where an orthodox financial 
return is not a first consideration. It is our hope that, 
through IDA, we shall be able to reach peoples hitherto 
inaccessible to the Bank, and to give them the prospect 
of better, healthier, and more productive lives. 

IDA is but one of several new departures in the field 
of development which will be tested in the time immedi- 
ately ahead of us. Several regional organizations, not- 
ably in Latin America, are about to strike out in a 
parallel direction. The formation of the Inter-American 
Development Bank and the possible future development 
activities of the Organization of American States both 
forecast the new wind of change which is beginning to 
blow across the Latin American continent. Hoping that 
this will be a wind favorable to development, we in the 
World Bank expect that the effective demand for basic 
development services in this part of the world will 
increase importantly, and we shall be ready to play our 
part beside the new institutions. In the past year, studies 
to which the Bank and other organizations contributed 
have been concluded in Argentina and Venezuela, and 
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indications are that the Bank may soon be able to 
initiate lending programs in these two countries. Im- 
proved opportunities for lending have already opened 
up in Chile, Colombia, and Mexico. In general, the 
prospects for development throughout Latin America 
appear quite hopeful. 

The Bank is also following with interest the move- 
ment to amend the functions and membership of the 
Organization for European Economic Cooperation. 
Among other objectives, this movement aims at giving 
to the Atlantic Community a means of increasing and 
coordinating their collective assistance to underdevel- 
oped countries. ; 

Not all the new approaches to the development 
problem today are as formal as these. For example, for 
some time now a group of governments, which have 
been providing large-scale development assistance to 
India, have been holding informal discussions with the 
Bank to exchange information about assistance pro- 
grams and intentions and to achieve some coordination 
of effort. A meeting was held this month in Paris to 
give preliminary consideration to India’s Third Five 
Year Plan and to India’s estimation of the foreign 
exchange assistance which that plan would require. 
A further meeting will probably be held next spring. 
A similar consortium will meet in Washington next week 
to review assistance to Pakistan in the light of Pakistan’s 
development plans. A few other countries have ap- 
proached the Bank with a view to holding meetings 
of the same sort. 

Here again is an effort to marry the needs of develop- 
ment with international cooperation to the end of more 
effective development assistance. This is not a device 
whose application can be made universal. If these con- 
sortia are to serve development over the long run, they 
must not be regarded primarily as a fund-raising exercise 
or as a means of securing temporary accommodations 
in political and economic crises. The need is not just 
for finance, but for efficient and effective development 
programing. If international cooperation is really to 
serve the desired objective, it must encourage the orderly 
programing of projects and resources, primarily by the 
recipient country itself. Where this vital condition is met, 
these credit consortia can provide further convincing 
evidence of the worth of the international approach. 

Finally, in this general context, it is perhaps appropri- 
ate to mention the Indus Waters Treaty between India 
and Pakistan, which was signed last week. This will 
have been welcomed by the Governors as a solution of 
a critical and long-standing dispute between these two 
important members of our organization. The settlement 


contemplates the construction of a system of works in 
Pakistan at a cost of over $1,000 million—the largest 
of its kind ever to be undertaken anywhere. It would 
not have been possible without the generous financial 
assistance extended by the Governments of Australia, 
Canada, Germany, New Zealand, the United Kingdom, 
and the United States. 

This assistance—apart from a conventional loan from 
the Bank—will be entirely in the form of grants or in 
loans repayable in local currency. It will be channeled 
through an Indus Basin Development Fund established 
by an international agreement. This Fund will be admin- 
istered by the Bank. The contracting for the works will 
be thrown open to international bidding in accordance 
with the Bank’s usual procedures. The arrangements for 
the financing of this vast undertaking offer another 
example of the possibilities that exist for developing 
multilateral techniques in the financing of economic 
development; membership in the Indus Club, as well as 
in the international consortia that I have mentioned, is 
still open to any aspiring candidates willing to contribute 
the entrance fee. 

I believe that what we are undertaking today in the 
World Bank, and what we have been asked to under- 
take through the International Development Associ- 
ation, promises to grow enormously in importance and 
in scope in the years immediately ahead. Development 
techniques implemented through international cooper- 
ation are, | am convinced, about to emerge as a much 
more significant force in the thinking of those who are 
honestly concerned with the promotion of economic 
and social progress and with the maintenance of peace. 

But we cannot be so ambitious, or so presumptuous, 
as to offer any ready-made over-all solution to problems 
which, by their very nature, can only be effectively 
tackled step by step and one at a time. It seems to me 
that there is no over-all solution to the broad problems 
of development any more than there is an over-all 
solution, in present world circumstances, to the broad 
problems of peace. 

The task to which we ought to devote ourselves today 
is to try, by dealing with specific situations as we find 
them, to improve the material lot of our less fortunate 
fellowman. Our task is to live with the world problems 
of today so that we may kindle, and not kill, hope in a 
better future. If the needs of development can rely on 
the presence of international cooperation we shall be 
able to serve the ends of peace and freedom in the most 
tangible way open to us, and with the most effective 
tools to our hand. 


September 27, 1960 
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